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T
he European Community's discussions on the budget have entered a crucial phase. On 10 June 1983, the Commission submitted its preliminary draft for the coming financial year and the Council used this as a basis for the first reading of the draft budget for 1984. It soon became clear that these discussions will be fraught with all kinds of tensions and difficulties. The main episodes of the budget saga have been apparent for some time, even to the most casual observer of European policy:
[] a sharp increase in agricultural expenditure creates a need for additional budget appropriations and brings the discussions back to the reform of the Common Agricultural Policy;
[] the debate on the amount and implementation of the refunds to the United Kingdom once again heads the agenda;
[] the weaker Community countries call for financial solidarity. They insist that budgetary policy must include more measures to reduce economic disparities. The "richer" countries on the other hand insist on a policy of austerity;
[] disputes between the Council and the European Parliament over the key areas of European budgetary policy lead to renewed fears over institutional conflicts.
These familiar problems are being overshadowed by the fear, which is almost a certainty, that the European Community will have to declare itself bankrupt in the next few months unless changes are made to current * Senior Economist, Socialist Group of the European Parliament.
INTERECONOMICS, September/October 1983 policy. The foreseeable financial limits were the main ta!king point at the meeting of the European Council held in Stuttgart in June.
The financial paralysis of the Community was easy enough to predict. Both the European Parliament and the Commission have for many years been drawing attention to the need to reform the budgetary policy and the system of revenue 1 .
Budgetary Policy over the Past Few Years
A few details on European budgetary policy over the past few years might be useful in understanding the current discussions. Table 1 shows that the development of agricultural expenditure is of crucial importance for the Community budget. However, the Community succeeded in reducing agricultural expenditure substantially from 1979 to 1982.
This was primarily the result of favourable conditions on the world market in agricultural products rather than the success of structural reforms of the Common Agricultural Policy. Substantial amounts of additional expenditure authorized during the current year-which have created the need for a supplementary budgetindicate that it has not been possible to make a lasting reduction in the threat to the internal cohesion of the 1 In November 1978, the Commission submitted a communication to the Council and Parliament entitled "Financing the Community! the way ahead" (COM(78) 531 final). The European Parliament set up a working party in 1979 and in January 1981 it drew up a report on the Community's own resources (Doc. 1-772/80) which was adopted by the European Parliament. On the need for budgetary reform see also Gerhard S t a h I : Die Gemeinschaft an der Grenze der finanzieiien Handlungsf&higkeit, in: WlRTSCHAFTSDIENST, Vol. 80 (1980) The Community's other activities continue to occupy a position of secondary financial importance in comparison with the Common Agricultural Policy. The share of structural policy and development aid has increased only slightly from 14.09 % to 16.21% between 1979 and 19823. At 22.43 % the prospects for 1983 look far brighter but this is due to the fact that a large part of the refunds paid to the United Kingdom in 1983 is to be covered by additional structural policy programmes. In view of the considerable importance generally attached to the structural poiiCy for the maintenance and further development of the Community, it is impossible to express satisfaction with this budgetary structure despite the improvements which have been made 4.
Development of Revenue
It is a well-known fact that the Community is largely financed from its own resources, i. e. essentially from own resources accruing from VAT, customs duties and agricultural levies. VAT is particularly important for the financing of the Community. It accounts for roughly 50 % of total revenue and is therefore the Community's largest single source of income. In addition, where revenue accruing from VAT is concerned, the Community can utilize this tax up to a maximum of 1% of a universally agreed basis of assessment. Table 2 shows how an increase in Community expenditure has been reflected in increasing demands on own resources. The 1983 rate indicates that virtually all the Community's own resources for 1983 have been utilized 5.
The draft budget for 1984 is also based on the utilization of virtually all revenue. According to the document adopted by the Council on 22 July following the first reading, the rate of utilization of own resources accruing from VAT is 98.6 %8. If we bear in mindthat it was impossible at that stage to allow for the impact of the farm prices for 1984 which have yet to be fixed and that agricultural expenditure is subject to fluctuations caused by the quality of harvests and by conditions on the world market, there are serious doubts as to whether these allocations can be financed. Thus the demand for additional revenue and/or savings achieved by a reform of the Community policy has already become the key issue in the current budget discussions.
Attitude of the European Parliament
It seems appropriate to give a brief summary of the decisions taken so far by the Council and Parliament on the central issues of budgetary reform and the demand for new revenue as these two institutions together form the budgetary authority of the Community under a complicated decision-making procedure 7. It is also necessary to look in greater detail at the decisionmaking bodies because the vital programme of budgetary reform has been delayed not by a lack of proposals for reform but by difficulties in reaching decisions.
Since its election by direct suffrage, the European Parliament has repeated its demand for the reform of the budgetary policy in numerous resoluti0ns. It has stressed that the reform of the Community's system of revenue must be included in the overall reform of the budgetary policy. In its resolution on the draft general budget for 1980 it stated that it [] "considers that a provisional decision to raise, by a small amount, the VAT ceiling, could be achieved during the 1980 financial year...
[] recognizes, however, that such an increase could only be justified politically in the context of curtailing agricultural expenditure which would otherwise threaten to absorb all increases in the Community's own resources, thus worsening the imbalance existing within the budget; considers further that the efficiency of other 
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Community financial instruments should be scrutinized in order to avoid overlapping and waste". 8
The resolution on the Community's own resources referred to above presents this position in greater detail and at greater length. In this resolution, the European Parliament calls for an increase in the 1% VAT ceiling and repeats its demand for the reform of the Common Agricultural Policy.
In the longer term, it calls for a more thorough redistribution of revenue in favour of the economically weaker Member States to be achieved by a gradual increase in revenue from VAT and by revenue equalization measures. The European Parliament referred to the problem of the United Kingdom, in this general context, as an unreasonable burden on the European budgetary policy.
In its opinion on the modification of the financial mechanism in favour of the United Kingdom the European Parliament "urges that the appropriate budgetary reforms be carried out before 1982 to make any continuation of the financial mechanism -even in a revised form -unnecessary". 9
In December 1982, Parliament reiterated its demands for reform with determination by rejecting the supplementary budget No. 1/82 (compensation for the United Kingdom for 1982). It stated that it was "strongly critical of the Commission not only for having failed to exercise its right and duty to submit specific legislative acts designed to bring about a lasting solution to the budgetary imbalance but also for continuing to seek transitional solutions once again for the next three-year period. ''10 This [] attention was drawn once again to the fact that the rate of increase in agricultural expenditure must be reduced so that the 1% VAT ceiling would not be exceeded;
[] the Commission was formally instructed to draw up possible solutions for the structural problems of the budget before the end of June 1981 (this was the Commission mandate).
This mandate was rephrased as follows: "The examination will concern the development of Community policies, without calling into question the common financial responsibility for these policies, which are financed from the Community's own resources, or the basic principles of the common agricultural policy.
Taking account of the situations and interests of all Member States, this examination will aim to prevent the recurrence of unacceptable situation for any of them. If this is not achieved, the Commission will make proposals along the lines of the 1980-81 solution and the Council will act accordingly. ''13 In 1981 the Commission submitted its proposals for the reform of Community policy. However, it proved impossible in subsequent negotiations to reach agreement on any substantial changes in Community policy. A clash of interests between the Member States on the role of the Common Agricultural Policy proved to be a major obstacle to progress on budgetary reform. The European Council, meeting in Stuttgart from 17 to 19 June 1983, was therefore compelled to place the Community's budgetary policy high on its agenda. 
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This resum~ shows that the meeting in Stuttgart failed to achieve a breakthrough and that individual decisions were postponed until the Athens Summit Conference and beyond. The decision on the Commission's proposal of 6 May 1983 to increase the Community's own resources was also postponed. 15
First Reading of the 1984 Budget
The first reading of the 1984 budget by the Council of Finance Ministers of 20 to 22 July 1983 and the corresponding discussions on a supplementary budget No. 2 for 1983 were severely hampered by the fact that no fundamental decisions had been taken on basic questions relating to the budget and to finance.
The deliberations, which lasted almost thirty hours, were chiefly concerned with matters relating to finance. In order to avoid exceeding the 1% VAT ceiling, the revenue estimates for 1984 were examined in great detail and revised downwards. Substantial cuts were also made to the Commission's proposals particularly in the case of the European Social and Regional Funds. Proposals for curtailing expenditure under the Common Agricultural Policy failed to obtain a majority despite the call made at the Stuttgart Summit Conference for an examination of the agricultural policy.
Even if these changes are taken into account, the document adopted by the Council still gives rise to fears that revenue will not be sufficient to finance budgetary expenditure in 1984.
Problems Affecting Budget Discussions
The fact that basic decisions on the reform of budgetary and agricultural policy and changes in the system of revenue were postponed at the Stuttgart Summit Conference until December 1983 has made discussions on the draft budget for 1984 very difficult. According to the deadlines laid down in the EEC Treaty, the annual budget discussions should be completed in December with the second reading in Parliament and the fixing of revenue and expenditure by the President of the European Parliament 16. In order to comply with this schedule and adopt a draft budget for 1984 which can be used as an official basis, we need to know which decisions will be taken at the Summit Conference in Athens.
On 28 July 1983, the Commission complied with the task allotted to it at the Stuttgart Summit Conference by 15 The future financing of the Community (COM (83) 270 final Past experience and initial reactions to the Commission proposals suggest that progress is being delayed by the inability of the national governments to reach decisions in negotiations within the Council rather than by a lack of proposals for reform. Consequently there are still grounds for doubting whether any clear decisions will be reached before December. It is therefore necessary to reflect on the Community's decision-making process. The fate of the European Act submitted by Mr Genscher and Mr Colombo has demonstrated quite clearly that there is no real political determination to carry out more fundamental institutional changes 17. However, the following proposal involves only limited changes in the organization of discussions within the Council.
It is worth considering whether a change in the role of the Budget Council in the decision-making procedure would help to rationalize the budget discussions. It is conceivable that the Member States agree to the fixing of appropriations to be allocated to individual sectors of the budget and that each of the Councils of Ministers is compelled to adjust its decisions to the appropriations available.
Unfortunately, past experience has shown that the Ministers often take decisions which do'not correspond to the appropriations available. The best example of this is the agricultural policy where, as a result of the decisions taken-or not taken-authorization was given for thousands of millions of ECUs in additional appropriations 18. The proposed consultation procedure would enable us to conclude the budget discussions for 1984 -despite the fact that we are hovering uncomfortably close to the 1% VAT ceiling -even if it is not possible to reach a final decision on every individual issue connected with the reform of the budget and the CAP and with the system of revenue.
17 Consequently, the Stuttgart Summit Conference could go no further than the signing of a "solemn declaration on European Union" which falls far short of the original proposals. In particular, very little progress was made on the question of majority votin 9 in the Council. 18 On p. 12 ff of his working paper "Le processus de de~ision interne du F~arlement Europe6n en matie~e budge~aire" which was presented at the Bruges Seminar on 16-18 June 1983, G. I s a a c points out that a majority of the Members of Parliament had voted in favour of imposing controls on agricultural expenditure by means of budgetary policy. 
Increased. Exports without Increased Production
The argument that high-wage jobs in the North will be threatened by low-wage competition even in the long run, i. e. after structural adjustment has been completed, is at variance with the prevailing view. 7 Let us examine this more closely. 
